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SUBJECT: IMF ARTICLE VIII CONSULTATIONS 

SUMMARY. THE IMF MISSION ARRIVED IN FULL BY APRIL 12 TO REVIEW 
THE 1974 PERFORMANCE OF THE BOLIVIAN ECONOMY AND THE PROSPECTS 
FOR 1975-1976. MISSION BASICALLY SATISFIED WITH GENERALLY GOOD 
1974 RESULTS WHICH WERE ENTIRELY DUE TO EXOGENOUS FACTORS. 
HOWEVER, POLICY MEASURES IN CRITICAL FIELD OF TAX REFORM AND LESSER 
EXTENT EXPENDITURE AND MONETARY POLICIES WERE CONSIDERED WEAK, 
PARTICULARLY IN VIEW PROSPECT THAT EXOGENOUS FACTORS WILL NOT 
CONTINUE TO BE AS BENEFICIAL TO BOLIVIAN ECONOMY AS IN 1974. 

IN MEETINGS WITH GOB TECHNICIANS, CENTRAL BANK PRESIDENT MERCADE, 
MINFIN CASTILLO, MIN COORD/PLANNING LECHIN AND PRESIDENT BANZER, 
LINDA KOENING EMPHASIZED THAT EXTRAORDINARY FACTORS OPERATING 
IN 1974 RESULTED IN GOOD OVERALL PERFORMANCE AND THAT THEY COULD 
NOT BE EXPECTED TO REPEAT THEMSELVES IN 1975-76. IMF MISSION 
ASSUMED A DETERIORATION IN WORLD PRICES, LOWER VOLUMES FOR 
BOLIVIA'S CHIEF EXPORTS, AND LIMITED CENTRAL BANK CONTROL OVER 
USE OF LARGE DEPOSIT ACCOUNTS HELD BY OTHER GOVERNMENTAL UNITS 
WHICH MISSION EXPECTED, IN COMBINATION WITH PROJECTED $B 400 
MILLION UNFINANCED TREASURY DEFICIT WOULD RESULT IN A $ 30 
MILLIN DEFICIT IN 1975 BALANCE OF PAYMENTS. GIVEN CURRENT HIGH 
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BUT WORSENING PRESSURE IN 1976 WOULD BE MORE DIFFICULT TO ABSORB 
IN IMF VIEW. MISSION CONCLUDED BY SUGGESTING POSSIBLE POLICY 
DECISIONS THAT SHOULD BE CONSIDERED BY GOB IN THE EVENT OF A 
WORSENING OR UNACCEPTABLE MOVEMENT IN KEY ECONOMIC VARIABLES. 

END SUMMARY. 

t LACK OF GOOD DATA AGAIN PLAYED HAVOC WITH IMF MISSION IN ITS 
APPRAISAL OF REAL ECONOMIC ACTIVITY. IMF PERSONNEL SEEMED LESS 
SANGUINE ABOUT BOLIVIAN DOMESTIC INVESTMENT THAN EMBASSY PERSONNEL. 
IMF CONSIDERED CAPITAL FLIGHT HAD BEEN AN IMPORTANT FACTOR IN 

1974, NOTWITHSTANDING APPARENT INCREASED CONFIDENCE IN THE ECO- 
NOMY AS EXPRESSED TO EMBASSY OFFICERS BY BOLIVIANS AND BANK 
OFFICIALS. MOREOVER, INCREASED AGRICULTURAL ACTIVITY IN SANTA 
CRUZ AND BENI WERE CONSIDERED LESS PROFOUND IN CHANGING THE BASIC 
STRUCTURE OF THE BOLIVIAN ECONOMY. IMF MISSION PERSONNEL, 

HOWEVER, WERE CLEAR IN INDICATING THAT IT WAS MATTER OF DEGREE AND 
NOT KIND IN THEIR INTERPRETATION OF THE FACTORS AFFECTING REAL 
ECONOMIC ACTIVITY. THUS, THEY ASCRIBED THEIR ESTIMATED REAL GNP 

OF ABOUT 7.8 PERCENT IN 1974 TO EXTREMELY STRONG TERMS-OF- 
TRADE EFFECT WHICH INUNDATED OTHER. POSSIBLY LESS PROPITIOUS 
EVENTS, SUCH AS DOWNTURN IN EXPORTABLE VOLUMES OF MINERALS AND 
PETROLEUM WHICH AUGUR FOR MUCH SLOWER RATE OF GROWTH IN 1975-76. 
MOREOVER. INDUSTRIAL BASE REMAINS WEAK WITH SMALL, BUT INCRASING, 
AMOUNTS OF INVESTMENT TAKING PLACE. 

2. AS NOTED IN LA PAZ A-45, FISCAL PERFORMANCE WAS CONSIDERED 
BY IMF MISSION TO BE GOOD IN 1974. HOWEVER, TAX AND EXPENDITURE 
RIGIDITIES REMAIN, IMPLYING A PROBLEM FOR 1975-76 IF EXPORT 
TAXES REMAIN THE CHIEF INSTRUMENT OF REVENUE COLLECTIONS. 

IMF MISSION, IN CONJUNCTION WITH GOB. HAS CONCLUDED THAT A 
FISCAL DEFICIT OF $B 400 MILLION IS LIKELY-ASSUMING NO POLICY 
CHANGES. MOREOVER, IMF MISSION FEELS THAT THIS MAY BE A LOWER 
LIMIT IF THE GOB IS FORCED TO GRANT A SALARY INCREASE IN OCTOBER. 

1975. ONE FACTOR CONTRIBUTING TO $B 400 MILLION DEFICIT RATHER 
THAN A HIGHER ONE IS A MARKED INCREASE IN LAGGED PAYMENTS (ABOUT 
$B 200 MILLION) BY TREASURY. APPARENTLY THE TREASURY DIS- 
COVERED THAT TRANSFERS TO REGIONAL TREASURY OFFICES WERE NOT 
DRAWN DOWN PROMPTLY, CREATING A FURTHER PERMANENT LAG, IN 
ADDITION TO NORMAL FLOAT. IN EXPENDITURES. IMF MISSION SUGGESTED 
THAT FISCAL MEASURES, SUCH AS INCREASED TARIFF RATES (ESPECIALLY 
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IN VIEW NEED TO MOVE SOON TOWARD ANDEAN COMMON EXTERNAL TARIFF), 
HIGHER PERSONAL AND CORPORATE INCOME TAXES, INCREASED GASOLINE 
PRICES TO IMPROVE YPFB CASH FLOW TO PERMIT FULL PAYMENT OF NORMAL 
TAXES, INCREASED SALES TAX RATES, REFORM OF AGRICULTURAL TAXING 
SYSTEM, CONTINUED EFFORTS TO RATIONALIZE AND INCREASE EFFICIENTY 
OF INTERNAL TAX ADMINISTRATION WERE ALL STEPS THAT SHOULD BE 
CONSIDERED BY GOB IN EVENT OF PRESSURE ON EXPENDITURES. 
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3. THE INTERNAL RATE OF SAVINGS CONTINUES AS A WEAK REED IN THE 
FINANCIAL ENVIRONMENT. THE MISSION CONSIDERED VARIOUS ALTER- 
NATIVES TO STIMULATE INCREASING SAVINGS FLOWS TO THE BANKING 
SYSTEM, THEREBY INCREASING NON INFLATIONARY BASE FOR EX- 
PANSION OF PRIVATE SECTOR CREDIT. ONE METHOD WHICH WAS CON- 
SIDERED IS TO TRANSFER, ON A QUARTERLY BASIS, THE PROCEEDS OF 
THE 1 PERCENT AND 7 PERCENT TAXES COLLECTED ON COMMERCIAL BANK 
LOANS TO PERMIT A TOPPING-OFF OF THE INTEREST RATE 
EARNED BY PRIVATE SAVERS. THE PROCEEDS OF THE TAX REPRESENTS 
LESS THAN .1 PERCENT OF TOTAL TREASURY REVENUES. ADDITIONAL 
CONSIDERATION WAS GIVEN TO LOWERING THE LEGAL RESERVE REQUIRE- 
MENT AS MEANS TO AVOID A CREDIT CRUNCH IN THE PRIVATE SECTOR, IF 
THE FISCAL REQUIREMENTS BECAME EXCESSIVE. AT THIS JUNCTION THE FUND 
FELT A DECISION TO LOWER THE RESERVE REQUIREMENT WOULD FURTHER 
STIMULATE IMPORTS OF CONSUMER GOODS. MOREOVER, IT APPEARS THAT 
THE FUND ARGUED THAT THE APPARENT CREDIT CRUNCH IN THE FIRST 
QUARTER OF 1975 WAS OFFSET BY A SUBSTANTIAL AMOUNT OF UNRE- 
PORTED EXTERANL CREDIT (NOT REPORTED ON BOOKS OF THE BANKING 
SYSTEM-PARTICULARLY FOREIGN BANKS). THEY DID ADMIT THAT THE 
ALLOCATION OF SUCH CREDIT WAS TO THE STRONGEST ELEMENTS IN THE 
ECONOMY AND DOMESTIC CREDIT AVAILABILITIES HAD BEEN SOMEWHAT 
STRINGENT EVEN IN A MODERATELY INFLATIONARY PERIOD (THE 
PRESENT RATE OF INFLATION IS ABOUT 12 PERCENT TO 15 PERCENT ON 
AN ANNUAL BASIS). (COMMENT: MONEY SUPPLY APPEARS TO HAVE 
EXPANDED AT RATE OF 5 PERCENT DURING THE FIRST QUARTER LARGELY 
DUE TO A BALANCE OF PAYMENTS SURPLUS OF ABOUT $ 15 MILLION. 

THE CENTRAL BANK MAINTAINED VERY TIGHT CONTROL OVER DISCOUNTS, 
WHILE CENTRAL BANK DEPOSITS OF THE GOVERNMENTAL SECTORS 
INCREASED SUBSTANTIALLY DURING THE QUARTER, 
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INCREASING RESTRICTIVE EFFECT OF NET DOMESTIC ASSETS HELD BY 
CENTRAL BANK.) BY AND LARGE, THE FUND ENVISIONED INCREASING 
PRIVATE AND PUBLIC SECTOR PRESSURES ON CENTRAL BANK TO EXPAND 
LIQUIDITY IN 1975 - BY POSSIBLY AS MUCH AS 25 PERCENT OVER 1974 
YEAR END LEVEL. 

4. DURING ITS VISIT THE FUND CAME TO THE VIEW THAT A DEFICIT 

ON THE BALANCE OF PAYMENTS BETWEEN $15 AND $30 MOST PROBABLE 
OUTCOME FOR 1975 (RATHER THAN EARLIER EXPECTATION OF A SURPLUS) 

DUE TO MONETARY PRESSURES CITED PARA 4 AND EXPECTED CONTINUED 
PRESSURE IN 1976. ITC TIN EXPORT LIMITATION. DROP IN VOLUME OF 
PETROLEUM AND OTHER MINERAL EXPORTS ARE ALSO SIGNIFICANT FACTORS 
IN IMF TURNAROUND. IMF EXPECTS IMPORTS TO INCREASE BY 30 PERCENT 
IN 1975, DUE IN PART TO THE TARIFF REDUCTIONS OF JANUARY, 1975 
AND INCREASED CONSUMER DEMAND. IMPORTS FINANCED BY EXTERNAL 
CREDITS WILL INCREASE PARTICULARLY FOR YPFB AND COMIBOL. 

ALTHOUGH THE FUND ACCEPTED $3.30 TO $3.40 PER POUND FOR TIN 
EXPORTS, THEY EXPRESSED FEAR THAT PRICE MAY DECLINE TO $3.00 
PER POUND BY MID-YEAR, GIVING AN AVERAGE PRICE FOR YEAR OF 
ABOUT $3.10 PER POUND. THEY FURTHER EXPRESSED FEAR THAT PER UNIT 
COST-OF-PRODUCTION HAS RISEN INORDINATELY FOR GREAT NUMBER OF 
MINES IMPLYING A AURTHER DROP IN EXPORTABLE VOLUMES. 
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5. IN CLOSING DAYS OF FUND VISIT, GOB REQUESTED US$ 5.066 
MILLION IMF FINANCING FOR NEW CONTRIBUTION TO INTERNATIONAL TIN 
COUNCIL BUFFER STOCK. IMF MISSION APPARENTLY PASSED ON THIS 
REQUEST WITH FAVORABLE RECOMMENDATION. 

6. IN GENERAL, FUND MISSION COULD BE CHARACTERIZED AS BEING 
OPTIMISTIC FOR THE SHORT TERM AS F/X RESERVES ARE ADEQUATE TO 
MEET POTENTIAL PRESSURE, BUT PESSIMISTIC IF NEW INVESTMENT IN 
MINING AND PETROLEUM DOESN'T BEGIN PAYING-OFF OVER THE MEDIUM 
TERM (ABOUT TWO YEARS). MOREOVER, THE BOLIVIAN ECONOMY REMAINS 
UNDULY RIGID AND THERE IS LITTLE THE GOB APPEARS TO BE DOING 
THAT IS ALTERING THE SITUATIO. 

7. COMMENT. IT APPEARS THAT LINDA KOENING CAME HERE WITH A 
FEELING THAT THE SITUATION WAS SIGNIFICANTLY DIFFERENT FROM 
PRIOR YEARS - ONLY TO LEAVE WITH THE SAME BUNDLE OF FISCAL AND 
BALANCE OF PAYMENTS PREOCCUPATIONS. SHE TOLD AMBASSADOR GOB 
SHOULD HAVE ESTABLISHED NATIONAL DEVELOPMENT FUND AS RECOMMENDED 
IN LAST YEAR’S IMF REPORT TO COLLECT WINDFALL FROM RISING 
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EXPORT PRICES FOR FUTURE INVESTMENT AND THAT GOB SHOULD PAY 
MORE ATTENTION TO HELPING RURAL POPULATION. MRS. KOENING AND 
THE AMBASSADOR MET EARLY IN THE FUND'S CONSULTATIONS BUT. 

UNFORTUNATELY, SHE WAS UNABLE TO MEET AGAIN PRIOR TO HER DE- 
PARTURE WHICH WE BELIEVE WOULD HAVE BROUGHT CLARIFICATION TO 
LATER VIEWS AS APPARENTLY EXPRESSED TO MINISTERS LECHIN AND 
CASTILLO. HOWEVER, MISSION MEMBERS WERE GENERALLY FORTHCOMING 
TO EMBOFFS. THESE LATTER CONVERSATIONS DIDN’T REVEAL ANY NEW OR 
STARTLING APPRAISAL OF THE BOLIVIAN ECONOMY, BUT DID HIGHLIGHT 
THE CONTINUING PREOCCUPATION WITH THE FISCAL CAPABILITY OF 
THE PUBLIC SECTOR TO UNDERTAKE NEEDED DEVELOPMENT EFFORTS. 

STEDMAN 
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